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Changes in Costs and Reserves Required by 
the Introduction of Government Pension 
Plans 


By JonatHan G. SHarp, Consulting Actuary 
Woodward, Ryan, Sharp and Davis 





HE government plans for providing compulsory, contributory, old age pen- 
sions bring the following questions to management’s attention : 


What is the change in annual pension cost to the company ? 


How do the proposed benefits compare with the formal or 
informal benefits now in use? 


How does the government program change the pension 
liabilities on the books? 


How does the program affect the cost of initiating a funded 
pension plan? 


Many companies recognize pensions as an aid to management in permit- 
ting the displacement of a worker who has grown inefficient through old age. 

The introduction of definite standards of age retirement and amount of 
pension for various years of service, as set forth in the government plan, tends 
to establish these standards as a minimum in the minds of the workers, Since 
in spite of the establishment of these standards no benefits can be paid until 
1943, and since it will take some years for proposed contributions to the gov- 
ernment plan to provide benefits equal to present formal or informal levels, the 
companies may have occasion to consider individual programs which will be 
more satisfactory during these years for handling their old age problem than 
can be achieved by the government program, 

The object of the publications of the American Management Association is to the 
members ideas which it is hoped may prove and informative, but the Association does not 
stand sponsor for views expressed by authors in es issued in or as its publications. 
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A company with an existing pension plan will want to compare its scale 
of benefits with the government scale, and then by analyzing its employees by 
age groups determine how much it will cost to take care of retirements in a 
class which is inadequately cared for by the government program. It may 
also wish to calculate how its book pension liabilities set up at present will be 
changed by government plans. 

A company which does not have an existing pension plan may wish to 
make a study of how much it would have to set aside to pay benefits to present 
employees on the basis of government standards to new employees after 1938. 
The introduction of the government plan may lessen to some companies the 
amount which would have to be set aside for accrued liabilities, and some com- 
panies may therefore feel freer to estimate costs of pension programs. What- 
ever plans are instituted in the near future should be kept as flexible and as 
free of definite contractual commitments as possible, since there may be sub- 
stantial changes in the government plans which would affect company policies 
and programs. 

The Morgenthau Amendment which has been accepted by the Ways and 
Means Committee is selected for comparison. Because of the likelihood of 
further revisions, comment is restricted to general characteristics of the pro- 
posal, and principles of comparison are given so that similar principles may be 
applied to further changes. 

The proposed cost of the government plan is fixed in the amendment 
mentioned above at 1 per cent from the employer, and 1 per cent from the em- 
ployee for the first three years, starting in 1938; 134 per cent for the next three 
years, and continues to increase every three years until it reaches 3 per cent 
for the employer, and 3 per cent for the employee in 1950, i.e., twelve years 
after the plan starts in 1938. 

Comparison of the final cost of 6 per cent with the normal costs of pres- 
ent company plans, taken in conjunction with the scale of benefits, will indi- 
cate the apparent ultimate difference in normal cost under the two methods. 


A detailed review of costs is given under the heading “Formulae for Costs 
and Reserves.” 


Benefits 


In comparing the proposed benefits under the government scale with the 
benefits now in use by a company, it is necessary in many companies to use 
the company’s salary scale in order to compute the comparative value of the 
benefits. This need arises from the fact that in most industrial pension plans 
the benefit is computed as either a percentage of final salary determined by the 
years of service, or as a percentage of the average salary for the last five or 
last ten years of service, determined by the number of years of service, whereas 
the government plan uses average salary throughout the period of contribu- 
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tion as the salary base to which the percentage of salary given as a pension 
applies. 

The formula for a salary scale is s (x 4... where [x] is the age at entry 
into employment and n is the years of service at the time the salary is received. 
It is usual to have the figures representing s (x) +. merely proportionate to 
the salaries and not the actual salaries themselves. In other words the salary 
scale value at retirement age is taken as $1.00, $100 or $1,000, and the salary 
scale at other periods of service is that percentage of the $1.00, $100 or $1,000 
which the salary at the duration of service bears to the salary at 65. Through- 
out this paper the term stx}4. will therefore be used as the salary scale 
value for an employee entering at age [x] and with n years of service. 

For purposes of illustration the following graduated salary scales for 
quinquennial ages are shown. upon the basis of four different industrial ex- 
periences. 

The examples given below compare the average salary for the last Io 
years ending at age 65 with the average salary for varying periods of service 
or contribution ending at age 65. 

SALARY SCALE 

(per $100 at age 65) 

Company Compeng Le 

37 55 50 

SS: - 64 
72 75 
85 85 
93 94 
96 98 
98 100 
99 100 


100 100 
100 100 


For the illustrations given, with the exception of “Company D,” the 
salary scale rises very slowly after age 45. The use for employees 45 and 
over of an average salary based on the last ten years ending at 65 would not 
vary therefore to a considerable extent from the use of an average based on a 
total period of government contributions from ages 45 or greater to age 65. 

The use of averages based on periods of government contributions starting 
at ages less than 40 and continuing to age 65 would produce a progressively 
lower average salary than the use of an average based on last ten years end- 
ing at 65. Benefits of the same percentage of salary would be substantially 
lower in such cases by the use of the period of contribution instead of last 10 
years ending at 65 for the younger ages at entry. 

For example, in “Company A,” an employee starting government con- 
tributions at age 30, would have an average salary over the whole period of 
93.5, and over the last ten-year period an average salary of 99.5 ; an employee 
starting government contributions at age 20, would have an average salary 
over the whole period of 84.5. : 


Age 
20 
25 
30 
35 
40 
45 
50 
55 
60 
65 
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The employee starting government contributions at age 30 in “Company 
A” would at age 65 be entitled under the government pension plan to 45 per 
cent of 93.5, or $42.08 per year for each $100 of salary at age 65. 

Under a company plan of 2 per cent for each year of service times aver- 
age salary for last ten years, these employees would be entitled to 70 per cent 
of 99.5, or a pension of $69.65 per $100 of salary at 65. Under a company 
plan of 1 per cent, these employees would be entitled to 35 per cent of 99.5, 
or $34.83 per $100 of salary at 65. 

An employee in “Company A,” entering service at age 20, would at age 
65 have an average salary over the whole period of 84.5; over the last ten 
years of service an average salary of 99.5. His rate of pension, under the vary- 
ing terms would be: 


Government Plan—ss5 per cent of 84.5, or $46.48 per $100 
of salary at 65 


Company Plan at 134 per cent—67% per cent of 99.5, or $67.16 
per $100 of salary at 65 


Company Plan at 1 per cent—45 per cent of 99.5, or $44.78 
per $100 of salary at 65 


In comparing the government and company benefits therefore, it will be 
convenient to also obtain S;x} 4, the sum of the salary scale values from 
age [x] + n to age 64, in order that we can readily obtain from this summa- 
tion the average salary for last five years, last ten years, or for any salary 
period. 
The formula for the amount of government pension benefit per $1.00 of 
salary being received January 1, 1938 by employees who entered company 
service at age x and are in their nth year of service with the company on 
January 1, 1938 when the government contributory plan is to take effect equals 





s.(o1ta-2, ) ie where [x] is 20 or more, or I per cent for each 


year of contributory payments times average salary from January 1, 1938 
until age 65, plus an additional 10’per cent of such average salary. 
na 64-2 
Where § =D Stan 
[s]l+n non 

The formula for the amount of pension per $1.00 of salary being paid 
January 1, 1938 to employees in age at entry group [x] with n years of service 
for a company plan of K per cent per year of service times the average sal- 


(s-2)) 
ary for last 10 years of service and retirement at 65 — $1. (xs. = 


S (se) + = 
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Under the above conditions it will be found that in most cases where com- 
pany plans are in effect the government pension to employees with long 
periods of service when contributions first begin in 1938, will be substantially 
smaller than is provided for their benefit in the company plan. 

For employees with short terms of company service in 1938 the govern- 
ment pension will in many cases provide as much as the company plan. In 
some cases it will provide more than the company plan and in others the com- 
pany plan will provide more than the government plan on the average for 
short terms as well as long terms of service. 

It is necessary therefore to consider adjustments in company accounting 
practice (where pension costs have been set aside in the past) when the time 
comes for at least part of future pension costs to be paid for by employee and 
employer contributions made direct to the Department of the Treasury. 

Graphically the situation may be represented by the following Figures, 
“Figure I” representing the case where the company plan as at present con- 
stituted provides more than the government plan for all durations of service 
of present employees and for future new employees, “Figure II” representing 
the case where the company plan provides more than the government plan for 
employees with long service records in 1938 but provides less than the govern- 
ment plan for employees with short periods of service in 1938 and future new 
employees. 

In Figure I, line “D” represents the company scale for new employees 
which is payable at age 65 to a group of employees who entered at age 20. It 
is assumed for illustration that the company benefits are higher than govern- 
ment benefits for new employees and that this line represents the company 
scale of benefits as 65 per cent of average salary from age 20 to age 65. As 
pointed out above, a substantially smaller percentage of final salary may be 
sufficient to provide 65 per cent of average salary. 

Line “E” represents the government scale for new employees which is 
55 per cent of the average salary throughout service if the employee stays con- 
stantly employed until retirement at age 65. 

Line “F” which is the jagged diagonal line in the diagram, represents the 
proposed government scale to present employees. This scale is to be based on 
percentages of average salary during years of contribution in the government 
plan. For an employee constantly employed from 1938 until retirement, the 
line shows the percentage of average salary from 1938 to retirement will be 
zero if the employee has less than five years of contribution, and 15 per cent 
rising to 55 per cent if the employee has from five to forty-five years of con- 
tribution to the government plan after 1938. Opposite the figure at the bottom 
of the diagram showing the years of contribution five to forty-five, are shown 
the ages in 1935 which will permit the number of years contribution shown if 
full employment is obtained by the employee after 1938 until retirement at age 
65. For example, a man aged 57 in 1935 will be 60 in 1938 and if fully em- 
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ployed for five years will, upon retirement at age 65, receive 15 per cent of his 
average pay for the last five years of service, from the government. 

If the employee is 47 years of age in 1935 he will be 50 in 1938, and if 
fully employed for the following 15 years, he will receive 25 per cent of his 


‘ : 
Years of contribution te government plan prior te retirement at 65, 
Age 1935 «2 57 sa 1 a 3? 32 27 az 


Fic. 1 


average pay during those 15 years, upon retirement at age 65. The remaining 
figures can be easily traced from the diagram. 

For purposes of comparison in selecting a company scale of benefits it may 
be useful to record that the region above marked “A” represents the differ- 
ence in benefits between the company and government scale for new employees. 
The region “B” represents the difference between the government scale to 
new employees, and to employees in service in 1938, and the region “C” rep- 
resents the benefits provided by the new government program. 





line 
line 
It : 


Lis 


Lis 
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In the figure line D represents 65 per cent of average salary from 20 to 6s, 
line E represents 55 per cent of average salary from 20 to 65 whereas the jagged 
line shows a steady increase in “percentage” for longer periods of contribution. 
It should be noted that different points on this line relate to different average 


e € v° rr 
Years of contribution te greek phon peter bo rdltramak at age 6s. 
" 2 Pr) oo 


Age inioas > 2 n 2 


Fic. 2 


salaries than the average from 20 to 65. They relate to the average for the 
period of contribution and are therefore related to average salary for last 5 
years of service if the employee is steadily employed from 1938 to retirement 
5 years later, they relate to average salary for last 10 years of service if the 
employee is steadily employed from 1938 to retirement 10 years later, etc., 
each period of contribution shown being related to an average salary for the 
years of service during which contributions are made or in the case of steady 
employment from 1938 to age 65 since the period of contribution synchronizes 
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with the last years of service before 65—it relates to average salary for the 
last years of service starting in 1938 and ending at age 65. 

Since the government plan uses last 5 or 10 or 15 years of service for 
its average salary for the older of present employees and average of the whole 
period of service for new employees the jagged line in the figure would be 
closer to the other lines if weight were given to the relative values of final 
versus average salaries. The figure however is approximately descriptive of 
the general status of new and old employees, 

“Figure II” illustrates a company scale which is below the government 
scale for new employees. For purposes of illustration, the company scale 
shown as line “D” is taken at 40 per cent of the average salary from age 20 
to age 65 for employees entering at age 20. If final salary is used, a substan- 
tially lower percentage of final salary will produce the 40 per cent of average 
salary shown in the Figure in most cases. 

The jagged line “F” represents, as in “Figure I,” the amount of benefits 
provided by the new government program. Years of contribution and ages in 
1935 to permit of such contributions after 1938 are shown at the bottom of the 
diagram. 

Costs 


In computing the costs of benefits to supplement the government program, 
it may be of assistance to review the general methods formerly used in such 
computations. The cost of a pension in the case of any particular individual 
has usually been defined as that level percentage of his salary which, accumu- 
lated at interest during his entire period of service, will, taking into account 
the probabilities of death, disability, withdrawal from service and increase in 
salary with duration of service, be sufficient on the average to provide the pen- 
sion benefits at retirement. 

When an employee leaves the service prior to retirement, it has been 
customary to speak of the fund accumulated for his benefit by employee con- 
tributions, as having been “forfeited” for the benefit of those who remain in 
the service. Under the plan proposed, the employer and employee deductions 
deposited with the Treasury are kept for the benefit of all employees to be 
pensioned, and the employee’s service credit is not lost to him by withdrawal, 
since he gets credit for his total contributions when he is finally retired. 

Where benefits in excess of the government scale are to be provided by 
accumulated pension funds, they may be forfeited for the benefit of those who 
remain, as was formerly done in certain plans. Since only a very small per- 
centage of employees spend all or most of their active life in the service of one 
employer, it follows that the cost of a plan providing no withdrawal benefits 
in respect of additional benefits in excess of the government scale is much less 
than the cost of a plan which permits withdrawing employees to take with 
them such accumulations set aside by their employer on their behalf. 
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It was in fact this great difference in cost which was the principal obstacle 
to the adoption of private contributory plans, since under a contributory plan 
equity requires that the contribution of the employee with interest should be 
returned to him on withdrawal from service. 


Formerly it was rare for provision for future pensions to be made at the 
start of a new enterprise. For that reason it was necessary at the time when 
the pension plan was first placed upon an actuarial basis, to find some method 
for dealing with the service which had accrued prior to the date of inception 
of the plan. The actuarial liability on account of such service was customarily 
defined as the “accrued liability” or “reserve.” The method of dealing with this 
situation was first to compute the normal cost on the assumption that the 
normal cost had been set aside each year in the past since the date of entry 
into employment. 

The accumulation of these normal costs with benefit of the forfeitures 
from employees withdrawing was, therefore, the accrued liability or reserve in 
respect of each employee. Under the prospective methods of government pen- 
sions where pensions above the government scale are provided by the company, 
the reserve would, of course, only deal with the new normal costs for excess 
benefits and with their accumulation with benefit of forfeitures. 


“Table I” shows the normal cost for quinquennial ages at entry into ser- 
vice calculated on the asstimption of various industrial rates of withdrawal. 


Pensions over the government’s scale are taken at 4% of 1 per cent of salary 
times years of service. Interest is taken at 4 per cent. 


TABLE I 


Normal Annual Cost Per $1,000 of Annual Salary for Active Employees 
Pension at Age 65 of % of 1% of Salary Times Years of Service 
Mortality Before 65—American Men 4% 

Annuity at 65—American Men 34% 


Co. F Co. G Co. H 


1.65 3.21 3.62 
3.92 4.39 5.05 
7.93 8.85 6.37 


After determining the normal cost it is a simple step to compute the re- 
serves which are required to be set up in respect to an employee who entered 
service at a given age. “Table II” below shows the building up of the reserve 
required for an additional 4% of 1 per cent per year of service per $1,000 of 
annual salary at age 65 from age 20 to 65. 

Using similar procedures for all employees, the aggregate reserves may 
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TABLE II 
Age at Entry Into Service—20 Years 


Reserves Per $1,000 of Annual Salary at End of Indicated No. of Years of Service 
Number of Years 
of Service Co. E Co. F 
0 
1% 0 
0 
0 


1 
15 47 
114 164 

387 


Co. H 


Rebun 


ze 


S8ecsnco?® 
8 


ES 


947 946 944 
Normal Annual Cost per $1,000 Annual 
18 1.65 3.21 3. 


Statistical Bases 


Due to the wide divergencies of withdrawal rates as between different in- 
dustries, it is necessary that separate investigations be made of the past ex- 
perience of the individual company where additional benefits of any size are 
contemplated over and above the government scale. Where it is impracticable 
to make such investigation, either because the concern is new, or because it 
has not kept employment records, or where employment records are not avail- 
able for several years, or if it is unwilling to go to the expense of analyzing its 
records, it is necessary to assume rates of withdrawal which appear conserva- 
tive under the circumstances. From four to six years is usually sufficient 
period to be covered in the investigation of experience. 

For valuation purposes, whether the past experience is to be investigated 
or not, cards must in any event be written or punched for every active em- 
ployee in service on the valuation date showing (1) year of birth, (2) date of 
entry into employment, (3) salary, and (4) sex, together with the particulars 
necessary for identification. Where the rate of withdrawal is to be investigated, 
cards must also be punched or written for every employee whose service was 
terminated, for any reason whatever, during the period covered by the investi- 
gation, showing (1) year of birth, (2) date of entry into employment, (3) 
date of termination of employment, (4) sex, and (5) mode of termination of 
employment (whether by withdrawal, death, disability, or retirement on 
pension). 

After the cards are punched, it is necessary to obtain the exposed to risk, 
the rate of withdrawal, the rate of mortality, the rate of disability, and salary 
scale in largely the same manner as was set forth in Mr. Joseph H. Wood- 
ward’s paper “Financing Pension Plans”: dated 1926, Financial Executives 
Series No. 19, pages 5-8.* 

The Service Table should be prepared in line with the description on page 8 


* For convenience the of Mr. Woodward’ referred i this 
yh portions ‘Ss paper to above are reprinted in 
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of the same paper, except that for the new types of pension plans with a gov- 
ernment base, it will be less expensive and more satisfactory to arrange the 
material by age groups at entry, and to determine costs for all employees en- 
tering in these groups from such tables. The reason for this change is that 
where arbitrary forms of benefits, such as exist in the government scale, are 
supplemented by additional benefits, it will probably be found to be simpler to 
compute from the Service Table the cost of additional supplementary benefits 
by either individual years of service or by grouped years of service. The ar- 
rangement by grouped ages at entry lends itself to a more practical determina- 
tion of costs and reserves along these lines than would be the case for a single 
attained age service table, as the latter would produce substantial inaccuracies, 
Separate salary scales by age groups at entry would also be more satisfac- 
tory for the additional benefits because of the maximum limit on salaries set 
by the government plan. 


Ages at Retirement 


Employees in the past have seldom been retired at specific retirement 
ages by industry more especially where the retirement privilege is optional. 
Accordingly, it is necessary to provide formulae which will permit the com- 
putation of the cost of permitting retirements at different ages than the age 65 
set forth in the government plan. In the following section of this paper the 


formulae for computing normal costs and reserves for different ages of retire- 
ment in conjunction with the government plan are readily adaptable to retire- 
ment at 60 instead of 65. This item is particularly important where there are a 
large number of female workers, since the retirement age of 65 has never been 
considered satisfactory for this group of employees. 


Formulae for Normal Cost and Reserves 


The following is a brief description of the formulae for normal cost and 
reserves for additional benefits in excess of the government scale. Formulae 
are included for determining the cost of pensioning employees at the company 
scale in the interim period, until the ultimate government scale is fully effec- 
tive. In case employers desire to adopt the government scale for future new 
employees to apply to all their present employees, formulae for this benefit are 
also included. 

If the company’s pension liabilities are fully funded, the transfer of a sub- 
stantial part of the pension cost to government account to be paid by future 
contributions may release a substantial part of the company’s pension reserves. 
lf the company’s pension liabilities are partially funded, the reserves so re- 
leased may result in completing the funding of pension reserves. New pro- 
cedure will also require changed accounting methods to take account of changes 
in annual costs set aside for pension purposes. 

The following Service Table functions are usually used in this connection. 
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Illustrations for age [22] at entry. For the more general formulae sub- 
stitute [x] for [22]. 


boon for n=0 to n=43 

Dia}4n = V22** B22) +n for n=0 to n=43 

Nenae = Derpnt+Darinit +Dp2j44 for n=0 to n=42 

Sij4+n for n=0 to n=43 

8 p29}4-n = Sta2}4-n+Sp22}4n41+ +8240 for n=0 to n=42 

*Dy22}+0 = 8122}4+nD 2240 for n=0 to n=43 

*N psn = "Dyan t"Dpoayyntat +*Dj22}42 for n=0 to n=42 

&es = Present worth at age 65 of an annuity of $1.00 per year, payable in 
monthly instalments until death. 


In applying these formulae care should be taken that they relate to appro- 
priate salary groups by attained age and age at entry and that the salaries 
in the group are within the prescribed company and government limits for 
benefits and contributions. 

Where the company plan is fully funded and company benefits exceed 
those of the government plan, for present and new employees: 

1. The normal cost to be applied as a percentage of payroll by age 
groups for present company benefits has been usually computed (where the 
benefit used for illustration equals K per cent of average salary in the last 10 
years of service and retirement occurs at 65) 


Des . a5. K . Ses . (es-2) 
10 


*N ie} 


or for age group [22] Pry = De . “ K 43 . Ss 
“Ne 


or where for continuous contributions as a percentage of payroll throughout the 


year ‘Nj; becomes tl >. ws Na 


as Pi) = 











and ‘Nj.;,, includes *D,, but not -fD,, 

The normal cost expressed as a percentage of salaries and applied to the 
total salaries in the age group to which it refers, gives the normal cost in 
dollars for the group. The total amount for all groups compared to the total 
payroll gives the proportion of payroll needed for the normal cost. 

(a) The corresponding reserves in the past have usually been computed 
as Pta [Nia—*Neretal 

*Dici+n : 

Each of these factors applied to the salaries in the age group to which 
they refer, gives the amount of reserves for the group. 

The sum of the reserves for all groups gives the aggregate reserve re- 


quired. 
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2. The normal cost to be applied as a percentage of payroll with the 
government plan providing a portion of the cost will be according to the usual 
methods. 


(a) For new employees entering after January 1, 1938, where 
the company benefits exceed the government benefits j.3 5 29 


‘Ni _ 
for continuous contributions «NJ,,, is substituted for *Nj,,; 

The normal cost expressed as a percentage of salaries and applied to the 
total salaries in the age group to which it refers, gives the normal cost in 
dollars for the group. 

The total amount of normal costs for all groups compared to the total 
payroll gives the proportion of payroll needed for the normal cost. 


(b) For employees in service on January 1, 1938, the term normal 
cost ceases to have the usual meaning since the proposed contribution 
paid to the government will in most cases exceed the normal cost heretofore 
set aside under the company plan. The company may therefore choose to set 
aside different sets of costs for different groups of employees or determine a 
new level cost for all employees. For example, it may set aside 2a above for 
all employees coming under the government plan, leave the costs and reserves 
the same for employees not covered by the government plan, and consider 
what costs in addition it cares to use after seeing the adjustments needed in 
reserves. 


3. The reserves for the additional benefits of the company scale over 
? {2}. [‘N t3—"N {2] + a] 
"D [a1 +» 





‘P= 





government scale for new employees = 
where #P,,, is given in 2(a). 


The reserve factors are applied to the total salaries in the group by age at 
entry into service and years of service to which they refer. The addition of 
the resulting amounts gives the aggregate reserve needed for new employees. 


4. Reserves on present employees to take account of the difference in 
benefits between the government scale for new employees after 1938, and the 
government scale for the employees in service in 1938, may be computed from 
the Single Premium for the difference in benefits. 


Single Premium equals value in 1938 of the difference in benefits 


De. ta (0 +22%2)8 - («+ ix) S a+] 


"D fe +0 
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Single Premium [22] age group 


De . 4 «| a8 as (ant #) S (2+n | 





*—p a“ 

The single penile factors applied to the total of the salaries in the age 
group by age at entry and duration of service to which they refer, will give 
the reserves. 

5 (a) If the reserves given in r (a) are computed for employees not 
covered by the government plan, but who are covered by the company plan and 
reserves for (3) for additional benefits are computed for all employees covered 
by both plans, and the reserves for (4) are added, they can be compared with 
company pension reserves to determine the amount of reserves released or re- 
quired if the company practice is changed to set aside, for example ; 

(i) old normal costs for employees not covered by the government plan. 

(ii) new normal costs for difference in benefits only under 2(a) above 
for employees covered by both plans. 

If additional costs are needed reference may be made to the formulae in 
8b and &c. 

(b) Where the company scale is lower than the government scale, the re- 
serves for additional benefits are not needed for new employees or short service 
employees. 

The single premium to take care of the additional benefits for long service 


Deo.a «| xu? —( age.) S telin ] 


‘D [z]+n 
for all cases where company benefit exceeds the government benefit. 


For future years Dos. 4 «| x30 ss (+ -. ) 8 itn, | 
after 1938 = 3 





employees in 1938= 





*D Zin 
where n; = years service in 1938, n — years pewten at valuation. 

The single premium factors applied to the total of the salaries in the age 
group by age at entry and duration of service to which they refer, will give 
the reserves. 

The reserve released equals the present reserve less the foregoing single 
premium reserve if no costs are to be set aside in the future on these em- 
ployees. 

If the present reserve is not in excess of the single premium reserve the 
costs may be levelled out by the use of the formulae in 8b and 8c. 


Where the company plan is not funded, the company may desire to con- 
sider the cost of setting up reserves for the portion of its benefits not covered 
by the government plan, or of levelling out the cost of such benefits. 
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6. In these cases, if the company plan provides greater benefits than 
the government plan, 2(a) above gives the cost of excess benefits for new 
employees, and (3) gives the reserves. 

The minimum level cost for this additional benefit equals cost under 2a 
plus interest on the initial reserves of (3). 

7. The reserves on employees in service on January 1, 1938, may be com- 
puted by first determining the Single Premium for the benefits on such em- 
ployees as are not covered by the government program. 


(5-2) 
(a) D «6.46. .S5—— 





*D [clin 
for n = 60 — x ton = 64 — x 
and 
(b) by the Single Premium for the difference in benefits for those em- 
ployees partially covered by the government program = 


De fa [ xsec — («tae )8 are | 


"D [al+n 
for all age groups at entry and for n — 0 to n = 59 — x; in age group 
[22] n=oton = 37. 


The foregoing is the Single Premium as of 1938, the Single Premium as 
Des . tal xSur *) -(« ats )s wea | 


*D zijn 
where ny = years service in 1938, n He vats service at valuation date. 

8. The cost of funding this reserve by a level annual percentage of pay- 
roll of present employees to fit in with the government program beginning in 
1938 may be determined as follows: 

(a) Obtain the total of the Single Premiums set forth in 7(a) and 7(b) 
by applying the individual factors to the total salaries at each duration for each 
age group at entry and summing. 

(b) Compute the present value of the proposed taxes to be paid the gov- 
ernment on all employees who will be less than 60 on January 1, 1938 





of other dates = 





Di 'N [z]+n, ‘ 
D X Total present salaries Age (x)-+n 
[z]+n 


where *N4 2342, =.01°'N t2l+n, +.005 *N [2340.48 + +.005°N 2}4n,412 
and n; == years of service in 1938; n = years of service at valuation. 


(c) Compute the present value of all future salaries of present employees. 


cy N tite X Total present salaries age (x) +n | 
"D [el+n 
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Where > represents the sum of the individual products for every 
duration under each entry age. 


The level annual percentage of payroll then equals (a)+(b) 


(c) 


APPENDIX 
Exposed to Risk 


When an employee once enters upon a given year of service at a given 
age he is said to be “exposed to risk” for that year and for that age. 

In calculating the “exposed to risk” an important point to be considered 
is the extent to which the data should be investigated by length of service in 
addition to age attained. Rates of withdrawal for any particular age are greatly 
affected by duration of service, even when the first two or three years of 
service are excluded. 

In order to reduce the fluctuations arising from labor turnover and to 
eliminate from consideration employees whose connection with the company 
is hardly more than casual, a convenient device is to exclude the first two or 
three years of service and to assume that no accumulation of normal cost is to 
be commenced in respect to any employee until he has completed this prelim- 
inary term. By using this device, over 75 per cent of the labor turnover is 
eliminated entirely, and the investigation is confined to those employees who 
are most likely to remain in the service permanently. 

After the “exposed to risk” has been computed for various ages the next 
step is the determination of the rates of withdrawal, mortality and disability. 
The number of withdrawals at age 20 during the period of the investigation 
may be represented by the symbol wao, deaths by dao and disabilities by reo. 
To illustrate, assume that of 240 employees who completed their second year 
of service at age 20, thirty withdraw during the third year of service. The 


30 
rate of withdrawal at age 20 would then be defined as —— = .125 per em- 


ployee, or 125 per thousand. Rates of mortality and disability are calculated 
in a similar manner using the actual number of deaths or cases of disability. 

Unless the experience is very large the crude rates will be irregular and 
it is the practice to smooth them out or, as is technically termed, “graduate” 
them into a smooth series. © 


Rate of Withdrawal 


The rate of withdrawal takes account of discontinuances for all causes 
except death, retirement on pension and permanent disability. Withdrawals 
fall into two classes: voluntary and involuntary. The voluntary group 
includes employees who leave the employment to seek altered or better work- 
ing conditions. The involuntary group includes employees who have been 
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laid off by reason of business depression. Where employees are involun- 
tarily laid off in large numbers and the rules provide that, on return to 
work, credit will be given for prior service rendered, there may be consider- 
able undisclosed liability for past service in connection with valuations made 
at the low point of an employment cycle. 

For purposes of comparison the following graduated rates of withdrawal 
(excluding either the first two or the first three years of service) are given 
for decennial ages upon the basis of four different industrial experiences : 


RATE OF WITHDRAWAL PER 1,000 


ee scons, este 
169 250 
121 222 
77 140 
42 64 
16 25 











The differences in these rates are rather formidable and indicate what a 
wide range of conditions is likely to be met with. In the case of companies 
A, B and C the rates are based on experience with the first two years of ser- 
vice excluded. In the case of Company D the first three years of service were 


excluded. 


The Rate of Mortality 


Save where a very large experience can be investigated there is but 
little to be learned from the experience as to the probable mortality among 
pensioners or active employees. Except at the higher ages, rates of mortality 
have little effect, relative to other factors, on the cost of the pension benefit. 
Unless some special occupational hazard is present, the rates of mortality 
taken from a standard table, such as the American Men Ultimate Mortality 
Table, will be satisfactory. The following table illustrates these rates of mor- 
tality for decennial ages: 


RATE OF MORTALITY PER 1,000 
American Men ULtTimaTe Taiz or Morratiry 








suosasyl? 
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The Rate of Disability 

Due to the many interpretations that may be given to the term “total 
disability,” it is difficult to come to any definite conclusions as to what rate 
of disability is likely to be experienced among a given group of industrial 
employees. 

The rate of mortality among pensioners actually receiving a disability an- 
nuity is another troublesome point due largely to the difficulty in obtaining 
a sufficient “exposed to risk.” What we are really interested in in such cases 
is, of course, the total rate of termination of the benefit from both death and 
recovery. For practical purposes it is sufficiently accurate to use a standard 
disability table “loaded” to meet the conditions in the particular case. 
Salary Scale 
A salary scale may be defined as the ratio of the average salary at any age 

to the average salary at some specified age taken as a base. 

The general characteristics of an industrial salary scale are a rapid in- 
crease at the younger ages, a slower increase at the middle ages and a com- 
paratively stable salary for several years preceding the pension age. Due to 
the fact that in most pension plans the benefit depends on a percentage of the 
final salary, it is important to avoid too low a scale at the higher ages. A con- 
venient method of expressing the salary scale is to express all salaries in 
terms of a salary of $1,000 at age 65. For example, if experience showed 


the average actual salary at age 65 to be $2,100 and employees at age 25 re- 
ceived on the average $1,050, then the salary scale would show a relative 
salary at age 25 of $500. 

For purposes of comparison the following graduated salary scales for 
quinquennial ages are shown, based upon the experience of the same four in- 
dustrial enterprises for which rates of withdrawal have been previously given: 


SALARY SCALE 
(Per $1,000 ar Ace 65) 


Cc ee C sie C sy hate: rises | <td 
$ 170 220 380 
370 $ $ 
670 








A 
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550 


oY 





In general it will be found that the salary scale is not so much affected 
by duration of service as is the rate of withdrawal and it is doubtful whether, 
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under ordinary conditions, it is worth while to investigate the salary by 
durations. 

Most pension plans contain a provision for a maximum benefit, and in 
constructing the salary scale it is necessary to eliminate excesses of salary over 
amounts on which a pension benefit would be based. Care should also be 
taken to provide uniform and consistent instructions as regards the conver- 
sion of daily or weekly wages into annual rates. 

Service Table 

A “service table” in its relation to pension fund finance is analogous to a 
mortality table in relation to life insurance finance. A service table is like a 
mortality table except that it includes in addition to the mortality element the 
elements of withdrawal and disability. The salary scale is also usually con- 
sidered as a part of the service table. 

After the rates of withdrawal, mortality and disability, have been deter- 
mined, the service table is constructed somewhat as follows: At a certain age 
of completion of the first two years of service, say 15, an arbitrary number of 
active employees—called the “radix” of the table—is assumed, say 10,000,000. 
Using Table A; at the end of this article for illustration, we see that at age 
fifteen 128.769 will withdraw, 3.460 will die and 1.018 will become disabled 
per each 1,000 of employees aged fifteen. Hence for 10,000,000 we shall 
have 1,287,690 withdrawing, 34,600 dying and 10,180 disabled, or a total 
number of separations from active service at age 15 of 1,332,470. Subtracting 
this latter figure from 10,000,000 leaves 8,667,530 of the original 10,000,000 
employees who will “survive” to age sixteen. This process is carried for- 
ward from year to year until at age 70, 75,907 employees would, under the 
assumptions as to withdrawal, mortality and disability, survive in active ser- 
vice. The column showing how many employees are in active service at a 
given age x is usually termed the 1, column. For example, 115 = 10,000,000 
and ls9 == 227,848 in the specific table we have been using as an illustration. 
To find from our table how many employees would be in active service at age 
50 where 3,270 for example had completed two years of service at age 15, it 


would only be necessary to multiply 3,270 by LB giving 75 employees 


as the answer to the question. 
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000 | 1,287,690 1,332,470 
1,104,425 4 : 1,143,880 


821,226 
711,587 
618,335 
537,327 
465,817 


:663 | 403,005 
2,839,619 | 348,078 | 12,080 
2,476,485 313,526 
2,162,959 2,306 | 270,402 
1,892,557 2 233,078 
1,659,479 200,810 
1,458,669 | 164,923 465 173,001 


323,920 
302,693 
283,959 
267,384 
252,671 
239,569 
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Current Comment 


WHEN IS A “COLLECTIVE BARGAIN” 
A TRUE BARGAIN? 


P OPULAR catchwords are tricky 
things. The fact that there is obvious need for an orderly pro- 
cedure under which employees, when the need arises, may dis- 
cuss questions of wages and working conditions on a collective 
rather than an individual basis, with their employers, does not 
alter the fact that the term “Collective Bargaining” is often 
fundamentally deceptive as a description of the process. 


The essence of a true bargain is the absence of any com- 
pelling necessity or monopoly power on either side of the 
transaction. Sales of commodities by unregulated monopolies, 
on the one hand, or by bankrupt producers, on the other, do 


not, and cannot, represent true bargains. 


Similarly, in the field of wage negotiations, the necessities of 
wage earners in times of depression may lead to their accep- 
tance of wage cuts which are justified neither by declines in the 
cost of living nor by the financial difficulties of the employer. 
And, in the reverse direction, a rigidly established labor 
monopoly may, by legal or illegal means, effectively prevent 
an individual employer, or even a whole industry, from oper- 
ating at all unless the terms of such labor monopoly are ac- 
cepted. In such cases, even though the forms of bargaining 
are observed, no true or socially sound bargains can result. 


The extreme perversions of the theory of wage bargaining 
are, on the one hand, those of the individual employer who in- 
sists on his right of individual negotiation with his workers even 
in times of crisis and regardless of the pressure of their eco- 
nomic necessities, and, on the other hand, those of labor lead- 
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ers who consider themselves morally justified in resorting to 
violence and coercion, even in times of normal employment, to 
exact from employers the maximum which they can be com- 
pelled to pay under penalty of a complete suspension of 
operations. 








Between these two extremes there lies the socially desirable 
compromise. Workers should be protected against wage cuts, 
during times of depression, beyond those justified by declines 
in the cost of living or by the obvious financial difficulties of 
the business or industry involved. Similarly, during times of 
normal employment, competent workers should be protected 
in receipt of the full market wages current in the locality or 
industrial areas for the classes of labor involved. Such basic 
protection for wage rates will, however, only lay the founda- 
tions for that genuine and socially desirable collective bargain- 
ing which is based on cooperation rather than on threats and 
coercion and seeks to justify wages higher than the market by 
productivity above the average. 


Sooner or later the fact must be recognized that the pub- 
lic as a whole will always pay the cost, in higher prices, for 
agreements made under coercion to pay any group of workers 
more than the market wage. As the reverse of this situation, 
however, it is usually the case that a genuine bargain for the 
payment of more than the usual compensation tends to reduce 
rather than increase costs and prices. 


In spite of all efforts to the contrary, there is probably no 
escape from occasional outbreaks of industrial conflict. 
Nevertheless, no greater disservice has been done to the aver- 
age worker than by those who preach the doctrine that justice 
in employer-employee relations can result only when the two 
groups are systematically organized into opposing armed 
camps. 

MARK JONES. 
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Corporate Earning Power During the 
Current Depression 


Confirmation. of the view that the heavy 
industries supplying durable and producers’ 
goods suffered more severe losses in the 
depression than did industries supplying 
non-durable and consumers’ goods is the 
main finding of this study. The study 
has been made on the basis of corporate 
income tax returns covering the years 
from 1919 through 1933 for the major in- 
dustrial divisions: agriculture,- mining, 
manufacturing, construction, trade and 
service, and for various groups and sub- 
groups, such as foods, textiles, chemicals, 
metals, lumber, iron and steel, motor ve- 
hicles, canned products, sugar, petroleum, 
cotton goods, coal, retail and wholesale 
trade, etc. 

For all these the measure used is the 
ratio of net income, as defined for tax 
purposes (less taxes) to gross income. 
This profit ratio for all corporations com- 
bined, following wide fluctuations in 1919 
and 1921, moved fairly steadily from 1922 
throughout the entire period of sustained 
prosperity to 1929. In the ensuing de- 
pression there were successive violent re- 
ductions in this profit ratio. For the com- 
posite list of corporations studied, profits 
went to zero in 1930, and by 1932 the 
ratio was below —5. The preliminary fig- 
ures for 1933 indicated a vigorous re- 
covery from the low point of 1932, but 
the profit ratio for all corporations com- 
bined still remained below zero. It is 
significant that by 1931 the current de- 
pression was already more severe from 


the point of view of corporate profits than 
the depression of 1921; the profit ratio for 
the total of the six major industrial 
divisions was —1.21 in 1921 and —2.55 
in 1931. 

The record for the individual industrial 
divisions revealed a striking diversity at 
various points, and further differences 
were found not only among the principal 
manufacture groups but also among some 
of the subdivisions of these groups. Cor- 
porate earnings in the food, tobacco, print- 
ing and chemical industries, for instance, 
remained considerably more favorable 
than was the case for textiles, leather, 
rubber, lumber, paper, stone and metals. 

In addition to these figures showing the 
relation of net income to gross income, 
data reflecting the rate of return on cap- 
ital are introduced into this study for the 
years 1931 and 1932, and these compari- 
sons lend further support to the conclu- 
sion that the principal burden of the de- 
pression fell upon the durable and pro- 
ducers’ goods industries. By William Leon- 
ard Crum. Business Research Study No. 
10, Harvard University Graduate School 
of Business Administration, March, 1935. 
17 pages. 


Depreciation—an Old Subject with a 
New Importance 

The author points out that with the re- 
cent enactment of the Securities Exchange 
Act, the reports of listed companies have 
assumed a new importance from the point 
of view of the investor, and that of all 
the deductions from gross income, the de- 
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preciation provision is probably the figure 
least possible of precise measurement or 
accurate determination. 

He defines and analyzes depreciation; 
wear and tear; decay or deterioration 
through the passage of time and action 
of the elements; inadequacy and obso- 
lescence, and describes various methods of 
figuring depreciation. 

The conclusion is drawn that “the im- 


Insurance* 


A Security Program for Workers 


“Industrial management has always 
worked to reduce costs, but the trend has 
been to accomplish this by the greater 
use of machines, substitution of material, 
reduction in the number of operations, 
changes in practice or routine and other 
such ways. If a marked reduction in 
costs is now to be effected, we must tap 
a new and largely neglected source for 
such savings. This source is the worker 
himself. Every worker high or low (in- 
cluding salesmen) occasions some loss in 
the form of waste, either of time, ma- 
terial or lost customers which he himself 
can avoid. First, he must be told what 
this loss is; second, he must be given 
a sufficient inducement to stop or re- 
duce it.” 

In the course of a good many years 
given to the study of scores of industrial 
units, the writer has developed a plan 


OFFICE MANAGEMENT 
Organization: Job Analysis, Employment, Pay, Tests 


An Outline on Instruction of Executives 


Because of the depression many staffs 
have been cut down and with the return 
of business prosperity it will be necessary 
to fill these places quickly and well if it 
is to be done without loss of business. 
An Instruction Syllabus is suggested for 
the swift and efficient training of execu- 


* Insurance abstracts are contributed by P. D. 
Company. 
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portance of judgment and opinion in for- 
mulating a policy, in applying it to chang- 
ing conditions, and in arriving at the 
annual provision, can hardly be over-em- 
phasized. The investor should recognize 
this situation in his consideration of de- 
preciation deduction in the income ac- 
count.” By Percival F. Brundage. Har- 
vard Business Review, Spring, 1935, p. 
334 :10. 


that will bring about such reductions in 
costs through the elimination of waste. 
This plan motivates the workman to avoid 
these costly losses; if the workman can be 
assured that he and his family will not 
suffer want, he will become a more 
efficient worker. The cost of insurance 
purchased on the individual basis for eco- 
nomical security, would be prohibitive for 
the individual, but modern group coverage 
can be obtained at a greatly reduced cost. 

Mr. Ellis believes that the installation 
of a method of handling and training 
workers to think about their work will 
bring about a reduction in cost of business 
operations more than sufficient to absorb 
the cost of the insurance coverage suf- 
ficiently large to provide for the hazards 
to which the average workman is sub- 
jected during his active years, By R. P. 
Ellis. The Eastern Underwriter, March 
29, 1935, p. 10:1. 


tives preliminary to actual factory work. 

A syllabus is outlined in the article 
which was successfully used by the W. H. 
McElwain Company, now the Eastern Di- 
vision of the International Shoe Company, 
in 1917 when many executives left the 
company because of the war and produc- 
tion demands suddenly increased, making 


Betrertey, Assistant Treasurer, Graton & Knight 
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it necessary speedily to train substitutes 
for executive positions. By Winfield L. 
Shaw. Bulletin of the Taylor Society and 
of The Society of Industrial Engineers, 
March, 1935, p. 99:7. 


Intelligence Tests in Industry 


Inquiry shows few business concerns use 
general intelligence tests for purposes of 
occupational adjustment. The decline in 
industrial use during the depression is 
not greater than would be expected. In- 
telligence tests have never had wide usage 
in industry for purposes of exact prediction 
and are still regarded, today, as experi- 
mental materials, for the use of the expert 
in the study of vocational adjustment. By 
Douglas Fryer. The Personnel Journal, 
April, 1935, p. 321:3. 


Matching Abilities to Jobs 


Educational guidance presents peculiar 
difficulties in days of depression when 
there may be need for certain types of 
service which are nevertheless unremuner- 
ative because of high cost of performance. 

A strong effort to displace the old desire 
for profit by new values, and a longer 
period of training or training in more than 
one field are suggestions made for over- 
coming depression difficulties. 

In the case which the authors cite a 
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large percentage of the students who had 
received educational guidance showed pref- 
erences for professional lines even though 
it had been demonstrated that they did not 
possess the high degree of intelligence 
called for by professional careers; thus 
the conclusion is drawn that guidance 
workers are not presenting the facts of 
occupational qualifications and intelligence 
as clearly as would be desirable. By E. 
G. Williamson and J. G. Darley. The 
Personnel Journal, April, 1935, p. 344:9. 


This Four-Sided Personnel Program 
Was Measurably Profitable 


During the past four years the Kroger 
Grocery and Baking Company made 
strides toward personnel efficiency. Their 
plan was built upon the following prin- 
ciples: 1. Building up the efficiency of 
the working force by weeding out those 
not adapted to the kind of work; 2. Tak- 
ing on replacements, carefully selected, 
and putting them through a thorough train- 
ing; 3. Making a personnel audit of the 
present working force, shifting or giving 
training where necessary; 4. Making use 
of slack times to get employees’ associa- 
tions, accident prevention programs, and 
the like, under way. By J. Bannick. Sys- 
tem and Business Management, April, 
1935, p. 17:3. 


PRODUCTION MANAGEMENT 


General: Promotion, Organization, Policy, Development 


A Productive Organization Set-Up for 
Industrial Research 

The selling and manufacturing depart- 
ments of The Kendall Company (manu- 
facturers of cotton cloth, adhesive plasters, 
absorbent cotton and many types of surgical 
dressing for hospital, doctor and consumer) 
are divided into four major divisions “under 
their own power,” with the advice, coordi- 
nating efforts and pooled experience of a 
staff group. It has been deemed essential 
that each divisional management should 


have a research department. Research pro- 
grams are discussed and approved both as 
to the character of the problems and the 
overall amounts to be spent. The research 
department then carries the responsibility 
for achieving the reasonably broad goals 
defined in the program. Each research 
problem is instituted by an authorization, 
containing a title and an explanation of it 
by the research director. 

Research reports are required on all 
work. The report includes a restatement of 
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the authorization title so that the reader 
may promptly recall the exact objective 
and also includes a careful laboratory ac- 
count of the work done and of the results, 
both positive and negative. By Warner 
Eustis. Executives Service Bulletin, March, 
1935, p. 7:2. 


The Opportunity for Technical Ad- 
vances Under the New Deal 

The restrictions that have been placed 

upon industry, labor, agriculture and capital 

under the New Deal have given rise to 

misgivings as to the possibility of technical 

progress in a static world, were a static 


Industrial Economics: Labor and 


Immigration 


Report on Competition of Prison Labor 
with Cotton-Garment Industry 
Complete withdrawal of prison-made 
goods from competition with the products 
of private industry is the only solution of 
a competitive problem that has burdened 
American industrial and political life for 
a long time, according to the findings of 
the special committee named to study the 
relationship between prison goods and the 
output of the cotton-garment industry. It 
recommended that prison goods be devoted 
to state use and that to this end special 
appropriations from the funds of the Pub- 
lic Works Administration be made to the 
states to help them reorganize their prison 
industries. Pending the completion of plans 
for removing prison goods from competitive 
trade, the committee deemed it essential that 
the prison-labor compact be retained as 
the best instrument of control. Monthly 
Labor Review, January, 1935, p. 73:3. 


A Dividend-Paying Program of Em- 
ployee Relations 

S. C. Johnson & Son, Inc., (makers of 
Johnson’s wax and interior finishes) pio- 
neered such policies as paid vacations for 
factory employees, half-day Saturdays with 
full pay, reduced working hours without 
pay reductions. Discussing some of the re- 
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condition of the American social system 
possible to maintain. The author feels that 
these restrictions are only temporary in 
nature, designed to meet emergencies, and 
that the very creation by the President of 
the Science Advisory Board to examine 
and make specific recommendations upon 
the Weather Bureau, the Bureau of Stand- 
ards, and the many other scientific agen- 
cies and activities of the Government 
augurs well for the New Deal’s interest in 
technical progress and innovation. By Wil- 
lard L. Thorp. Bulletin of the Taylor So- 
ciety and of the Society of Industrial Engi- 
neers, January, 1935, p. 70:5. 


Capital, Legislation, Wage Theory, 


sults of his company’s forward-looking per- 
sonnel policy, Mr. Johnson holds that “em- 
ployee loyalty is another guarantee of qual- 
ity in the products of any manufacturer 
who has received such records of healthy 
association with his employees.” By H. F. 
Johnson, Jr. Executives Service Bulletin, 
March, 1935, p. 5:2. 


The Labor Movement Today 

A description of how the concentration 
of industry has placed control over thov- 
sands of jobs into the hands of a few em- 
ployers, who as dictators are the most 
powerful class in society today. The au- 
thor thinks these employers dominate both 
major political parties, have all the coercive 
powers of government at their disposal— 
police, troops, martial law, injunctions, 
prison sentences—and control all public 
education and propaganda. Against these 
capitalistic forces, he finds arrayed inde- 
pendent brotherhoods, the Socialist and the 
several Communist parties, the farmer- 
labor movement and, largest of all, the 
American Federation of Labor, which he 
frankly admits lacks militant, progressive 
leadership and has failed signally to be of 
political importance. The Federation’s fail- 
ure to control racketeering he indicts 
strongly, as well as the high salaries paid 
its executives. Mr. Seidman is disappointed 
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in the N.R.A. and closes with a section on 
suggested strategy for labor. By Joel Seid- 
man. Brookwood Labor College, 1934. 18 
pages. 


The Adjustment Service: A Report of 

an Experiment in Adult Guidance 

A summary report by the director of 
the Adjustment Service, an experimental 
counseling agency for adults conducted in 
New York City February 1, 1933 to May 
31, 1934 by the American Association for 
Adult Education with Dr. John Erskine 
as Chairman of the Executive Committee. 
The service grew out of the observation 
of those engaged in relief work in the 
depression that many workers needed a 
thorough-going reconstruction that would 
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go beyond vocational guidance and assist 
them in readjustment in recreational and 
emotional as well as occupational fields. 

The report describes the set-up of the 
organization, including a floor plan, the 
basis of selection and the training of the 
staff, the procedure followed in the client- 
counselor relationship. It gives a statistical 
summary of the clients as well as a des- 
criptive account of their problems. Finally 
the functioning of the service in its rela- 
tions with other community agencies is 
told, and an evaluation of the experiment 
is given together with the main items of 
its costs. By Jerome H. Bentley. Ameri- 
can Association for Adult Education, 60 
East 42nd Street, New York City. 64 
pages. 


MARKETING MANAGEMENT 


Make It Easy to Buy 

The surest and quickest way to increase 
sales is through sight appeal, says the man- 
ager, merchandising department, Coffin- 
Redington Company (manufacturers of 
medicines). Thousands of present-day re- 
tail druggists, he points out, overlook the 
most vital part of modern retail merchan- 
dising, that is, properly displaying their 
goods and describing and pricing them 
with neat, attractive signs, price tags and 
window banners. By George W. Richard- 
son. The Red Barrel, April 15, 1935, p. 
§:3 


A Survey of 1934 Industrial Advertising 
Budgets 

This report on a survey of industrial 
advertising budgets in 1934 shows in tabu- 
lated form the data collected, classified 
by nature of product. Sales volume of com- 
panies in six groups is the basis of a fur- 
ther breakdown. Those concerns which 
showed the item of administrative expense 
showed 17.25 per cent for this expense in 
1934 as compared with 14.83 per cent in 
1932 and 14.89 per cent in 1931. This 
change, it is pointed out, may be due to 


failure to decrease salaries in proportion 
to the reduction in advertising appropria- 
tions. Industrial Advertisers Association, 
Chicago, December 5, 1934. 8 pages. 


New Policies and Methods in Sales 
Management 

The author lists and discusses seventeen 
trends in sales management, including com- 
ments on selective selling, investigations of 
competition in the market, price mainte- 
nance, publicity, government control of 
labels, the use of contests, and the paying 
of salesmen on a salary-commission rather 
than a straight salary basis. By Raymond 
Bill. The American Marketing Journal, 
January, 1935, p. 50:3. 


Aggressive, Creative Selling Vital for 
the Building Industry 

The author, vice-president, American 
Radiator and Standard Sanitary Corpora- 
tion, tells of efforts during the last decade 
to encourage “modernization” in the build- 
ing industry. The term modernization re- 
fers not only to the rehabilitation of build- 
ings in disrepair but also to the installation 
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of the most modern comforts and conven- 
iences in homes and plants in good con- 
siti 

This work has recently been given added 
impetus and advertising by the Federal 
Housing: Administration, but it has not by 


Retailing 
Retail Price Behavior 

This analysis of the reasons why prices 
vary for the same commodity both between 
regions and within a city was undertaken as 
a Civil Works Administration project 
under the auspices of the Federal Inter- 
departmental Committee on Retail Prices 
and the Bureau of Labor Statistics. The 
places studied for bases of comparison were 
New York, Washington, Atlanta, Minne- 
apolis, St. Paul, Mankato, Winona and 

Hibbing. Professor Cover has attacked 
his subject from seven angles: commodities 
and commodity specifications ; communities ; 
outlets; consumer factors; price move- 
ments; problems of sampling; organization 
and procedure. These again are subdivided 
into three or more parts. The article is 
illustrated with 16 tables and ends with a 
technical appendix. By John H. Cover. 
The Journal of Business of the University 
of Chicago, January, 1935, Part II. 92 
pages. 
The Retail Department Store and the 

NRA 


From a study of three metropolitan de- 
partment stores, three suburban stores op- 
erating as branches of a metropolitan store, 


Wholesaling 
The Problem of Over-Lapping in the 
Codification of Practices in the 
Wholesale Trades 

This article serves to emphasize the baf- 
fling and confusing problems existing un- 
der the codes in the field of wholesale dis- 
tribution, most of which arise from the 
extensive and almost universal over-lap- 
ping of competition which exists in the 
wholesale trades. Five types of over-lap- 


any means exhausted itself, and there 
should be good business ahead for the 
building industry and its associates if ag- 
gressive, creative selling is employed. By 
Martin J. Beirn. Executives Service Bul- 
letin, February, 1935, p. 1:3. 


and a number of small and medium-sized 
stores, it seems that the Retail Code has 
created an unwieldy and uneconomic sell- 
ing organization. Changing the working 
hours of employees so that they do not 
coincide with the selling hours of the store 
has caused irritation to the consumer look- 
ing for her usual salesgirl, has resulted in 
difficulty in arranging hours for training 
classes, and has made it hard to accom- 
plish the necessary stock and other non- 
selling work performed by salespeople. 

In general, the figures dealing with the 
burden incurred by payroll increases and 
the addition of numbers of employees sug- 
gest that management has developed in- 
genious devices to cope with the code situ- 
ation and that these devices have not con- 
tributed in a material way to recovery 
when measured in terms of reemployment 
and increased payrolls. 


Store management has been unable, how- 
ever, to outwit the burden of manvfac- 
turers’ codes and “borderline” codes. Ac- 
cording to retailers, these are real impedi- 
ments to the recovery program. By Ken- 
neth Dameron. Harvard Business Review, 
Spring, 1935, p. 261:10. 


ping and the attempts that have been made 
to solve problems arising from them are 
described in the article. 

The author concludes: “If distribution in 
this field is to function at all smoothly un- 
der the codes, something must be done to 
eliminate at least the more unworkable 
portions of the present codification system. 

“Those who know most about the mat- 
ter and are probably best equipped to 


| formulate a practical solution, are those 
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members of the executive staff of the 
NRA who have been involved for some 
time in the actual detailed work of admin- 
istering the wholesale codes. . . . A pos- 
sible solution might be found in the desig- 
nation by the [National Recovery] Board 


of a small group of persons, either from 
among the executive personnel of the NRA 
itself or from outside its ranks, to study 
this subject and to make recommenda- 
tions.” By R. S. Alexander. Harvard 
Business Review, Spring, 1935, p. 271:15. 














Survey of Books for Executives 














ee 


Industrial Profits in the United States. 
By Ralph C. Epstein. National Bureau 
of Economic Research, New York, 1934. 
678 pages. $5.00. 


Many efforts have been made to ascer- 
tain what rates of profit business enter- 
prises earn upon the capital invested, and 
how these rates fluctuate. The task is im- 
portant because the fortunes of millions 
of employees, investors, managers, and 
consumers fluctuate as the prospects of 
profits grow brighter or darker. But the 
task is also exceedingly difficult for profits 
vary widely from year to year in the same 
enterprise, in a given year they vary widely 
from one enterprise to another in the same 
industry; also some industries taken as 
wholes flourish in years when other in- 
dustries languish. To get trustworthy re- 
sults, it is necessary to include a large 
number of identical enterprises, engaged 
in many lines of business over a consider- 
able period of years. 

Dr. Epstein has secured an unbroken 
record of income statements for 2,046 
manufacturing and for 664 trading cor- 
porations for each of the years 1919-28. 
Supplementary statements for 71 corpora- 
tions carry the record through 1932. With 
these materials at his disposal, Dr. Ep- 
stein is able to make knowledge of busi- 
ness profits wider, more definite and more 
secure. 

One notable result is to demonstrate 
that, over the ten-year period covered by 
this large collection of income statements, 
the profit rates of different industries did 
not approach equality. Industries that 
were highly profitable at the beginning of 


the decade and industries that were then 
depressed kept their rankings at the end 
of the decade. Competition was not an 
efficient leveler of profits among different 
lines of investment, even in cases where 
it suffered no legal limitations. 





Labor in the League System. By Fran- 
cis G. Wilson. Stanford University 
Press, Stanford University, 1934. 384 
pages. $4.00. 

This is a study based on a first-hand 
investigation in Geneva of the League and 
related institutions, tracing the develop- 
ment of the International Labor Organi- 
zation from the Peace Conference to the 
recent joining by the United States. 

The chapter headings are: Labor Co- 
operation and the Illusions of the Peace; 
The Labor Movement before and at the 
Peace Conference; The Nature and Struc- 
ture of the Labor Organization; The La- 
bor Organization and the League; The 
International Labor Conference; The Gov- 
erning Body and the Labor Office; The 
International Codification of Labor Stand- 
ards; The Preparation of International 
Labor Conventions; The Enforcement of 
International Labor Standards; The Re- 
vision of International Labor Conventions ; 
The Theory of Part XIII; The Organiza- 
tion and International Research; The 
United States and the Labor Organization. 
Included in the Appendix is Part XIII 
of the Treaty of Versailles. 

In answer to the question “To what ex- 
tent has the Organization been successful 
in carrying out the purposes for which it 
was established?” the author says: “The 
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assessment of the work of the Organiza- 
tion is not an easy task. But it may be 
that if an individual accepts, in the first 
place, the idea of international social co- 
operation, and; in the second, the principle 
of giving labor a larger measure of na- 
tional economic goods and income, the 
acceptance of the Organization is not dif- 
ficult whatever may be the objective meas- 
urement of its work. Even conceding oppo- 
sition on the second of these points, the 
research activity of the Organization offers 
an:-interesting field of collaboration.” 


The Office Supervisor: His Relations 
to Persons and to Work. By Henry E. 
Niles and Mary Cushing Howard Niles. 
John Wiley & Sons, New York, 1935. 
247 pages. $2.00. 

This book is intended for the “office 
supervisor” or the person responsible for 
a group of clerks and for the work they 
carry on, regardless of the rank or title 
that he may hold. 


As the authors justly remark there is 
very little in print on the important first 
step of proving executive ability when the 
opportunity first arises and it is all too 
ordinary a custom to put a person in charge 
of office workers and give him no help or 
instruction except to call him down for 
what goes wrong. This book makes avail- 
able for such young executives the experi- 
ence of others. It is based largely upon 
a number of series of discussion meetings 
of men and women who supervise the 
work of others. 

The whole range of office work is sur- 


_ weyed. with much practical detail and in- 


teresting illustrative material. For ex- 
ample the supervisor will find instructions 
as to what to do with a new employee, how 
to deal with the problems of lateness and 
absence, how to present his ideas to his 
superiors and many other helpful points, 
while the treatise also goes into more 
complex problems such as training, plan- 
ning work, standardizing quality and 
quantity, with sufficient detail to give the 
junior supervisor a good basis for under- 
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standing such problems and preparing him- 
self¢for promotion’ Indeed there is so 
much good material ‘summarized in a clear 


_ and interesting way’ that the higher ex- 


ecustive might well gain perspective by 
reading it. 

The chapters on the basis of dealing with 
people, dealing with superiors, developing 
supervisory capacity, and dealing with sub- 
ordinates make use of modern thought in 
the field of psychology. It should be added, 
however, that the psychological factors in 
efficiency and good management are 
brought in at every point throughout the 
volume in an interesting and helpful way. 
In other words the book makes good on 
its subtitle in which “relations to persons” 
takes precedence over “relations to work.” 

Ls P. 
How to Package for Profit. By C. B. 
Larrabee. Harper & Brothers, New 
York, 1935. 211 pages. $3.50. 


As managing editor of Printers’ Ink, 
Mr. Larrabee has for years specialized in 
packaging problems and in this book gives 
the consensus of current packaging experi- 
ment and experience. He discusses the de- 
tailed study and analysis necessary before 
a new package is brought out, the im- 
portance of shape, size, color, copy, typog- 
raphy and materials ; and then goes into the 
value and construction of novelty packages, 
dual-use containers, closures and other 
factors that contribute to successful pack- 
aging. In his final chapter, briefly cover- 
ing foreign language markets, Mr. Larrabee 
estimates English packages to be far below 
our standards; he thinks the French have 
not taken proper advantage of their 
own pioneer work in design and says that 
Germany is the one European country that 
still has much of importance to teach the 
United States. As time goes on, he thinks, 
European influences should become less 
important and the United States will soon 
take the lead in all forms of industrial de- 
sign. 

The book is illustrated with a wide 
variety of photographs. 














